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The St rat eqic_CoDt ext. 

The international security setting is ur, dergoing the r,~ost 

consequential changes since the end of World War II. Forty years of 

Cold War confrontatior, has giver, way to a new world order. 

Characterized first and forer,lc, st by a fundamental shift in relations 

between the United States and the Soviet Union, this new order has 

permitted the increased der,locratizatior, of Eastern Europe and has 

resulted in turf,loll , ; , f  ur, certain outc,z, me in the the Soviet republics. 

In the wake of this remarkable reality, a host ,:,f other security 

cor, cerr, s nave followed ,:,r intensified: regior, al disputes across a 

wide spectrurn of conflict, drug trafficking, terr,:,risnl, and the 

proliferation of weapons ,_i: great destructiveness. Taken as a whole, 

this extraordir, ary period of trar, sitior, in international affairs has 

triggered a fur, dar,lental refinement of the United State's national 
1 

security concerr, s and defer, se policy priorities. 

Dornestically, the receding Soviet threat is also coupled with 

rising U.S. budget and trade deficits. The ec,_-,r,,:,r,lic implications 

engendered by these trends are every bit as consequential as the 

exterr, al forces reshapir, g U.S. policy. The new global realities 

and the compelling requirement to brir, g g,z, vernrnent spending and 

revenues into balance has produced significant pressures to reduce 
2 

the level of spending on the nation's defense. 

The United State's approach to a new defense strategy was first 

unveiled by President Bush during his speech in Aspen, Colorado, in 

August 1990. The President articulated the context for the emerging 

defense strategy and its four nlajor elements when he said: "Out- new 

strategy nlust prc°vide the framework to guide our deliberate 
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reductior, s to r,o r,lore thar, the forces we r, eed to exercise foT~ward 

preser, ce ir, key areas, tc, respor, d effectively to crises, to retair, 

the r, atior, al capacity to reOuild c, ur forces should this be r,eeded", 
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ar, d to "rmlair, tair, ar, effective deterrer, t. " 

I~licatic, ns to U.S. Defer, se Pc, licy_ 

Char, ges ir, the strategic er, viror, mer, t have several inlpc, rtar, t 

policy ar, d strategy ir,lplicati,-,r,s. The m,=,st ir,lportar, t grows c, ut ,-,f 

char, ges irm the Sc, viet Urmi,-,r, ar, d the reduced threat of a Eur,-,pe 

cer, tered global war. This allc, ws a r, ew focus of U.S. military 

strategy ar, d permits reduced f,-,rce levels with,=,ut jeopardizir, g U.S. 

ar, d allied security. Cor, ccmlitar, tly, char, gir, g world dyr, amics also 

permit r'eductior, s ir, U.S. forward preser, ce ir, Asia ar, d elsewhere. 

At the same tirade that the S,=,viet threat is declirJir, g, the 

poter, tial for r,~ajc, r regior, al threats to U.S. irlterests is growir, g. 

T,- ,Oay s u c h  c r i s e s  a r e  n~ade m,-,re d a r ~ g e r c ,  u s  b e c a u s e  ,-,f t h e  

proliferatic, rs ,-,f advar~ced weapor~ry arid the willir~gr~ess of regir,~es to 

use it. 

The U.S. will r, eed to r,lair, tairl its capability to respor, d to r,lajc, r 

regi,-,r, al crises as well as the capability to recor, stitute the 

additic, r, al force structure required to cormfror, t a resurger, t S,=,viet 

Ur~ic, r,, or other l,-,r,g terr,1 threat, sh,z, uld this poter, tial arise. The 

capacity to r,lair, tair, techr, ological superi,-,rity, ar, d a viable 

irsdustrial base are key security cor, cerr, s which will shape U.S. 
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defer, se ar, d c, ther d,:,mestic policies ir, the p,z, st cold war era. 

Cor,lplicatir, g the UrJited State's ability t,-, nlair, tair, a 
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viable defense industrial capability is the er,lerging gl,m, bal nature of 

the defense industrial base. While industrial c,z, operati,-,r, can ir,lprove 

c, verall U.S. and allied defenses and provides stability ir, pr~uction 

through sales, cooperative development, and technology exchange, the 

pr,-,liferatic, n ,-_,f sophisticated weapons ir, dustries prornotes regi,z, nal 

instability, complicates arms c,-,ntrc, l policies, ar, d p,z, tentially 

erodes the competitiver, ess ,-,f the U.S. industrial base. 

lhe Strateqic Missior, , - , f  the Departr,ler, t , - , f  Deferfse. 

The nlissic, r~ ,-,f the Departrnent ,-,f Defense (DOD) is t,-, provide for 

the ccmlr,lon deferJse. Political ar, d strategic realities require this to 

be acc,-,nlplished through a world wide nlilitary cor~inland structure. At 

the heart of the deterrent power of the Ur, ited States nlilitary 

presence is an ir~ventory ,-,f sophisticated nlilitary equipnler, t and the 

hUr,lar, res,_-,urces to r,lanage and operate it. These res,-,urces are drawr, 

and replenished, in large part, frc, r,1 the sar,le p,-,ol c,f resources that 
5 

fuel the general industrial ec,-,r, or,ly. 

In the future, two fundar~lental problenls threater, DOD's ability to 

r,lair, tair, a moderr~ inver, tory ,_-,f qualitatively superior military 

equipnlent. The first is the envirormler, t ir, which the Depat-tmer, t ,-,f 

Defer, se and industry c,-,nduct busir, ess. The high and rising costs ,-,f 

c, ur weapc, ns syster~Is appear t,-, be driver, by an acquisitic, n syster,1 that 

enc,-,urages l,-,ng acquisiti,-,r, cycles, high devel,-,pnlent and prc, ductic, rs 

costs and sor,letinles pr,-,duces obsolete technology. While beyond the 

purview of this paper, these deficiencies are being addressed through 

legislatic, n arising fronl the Packard C,-,r,lmissior, Blue Ribbon Panel 
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o r ,  Defer, se Cc, ntracting and the Goldwater-Nichols Defer, se 

Reorgar~izatior~ Act. 

Secor, d, marly c,f the strategic iridustrial sectors that support the 

prc, duct iorJ c,f rm_-,derri weapor, systems are beirzg threater~ed by ir~ter, se, 

l,z,r~g terr~1 competitive pressures froril foreigri producers. These 

ir~clude: serilicor, ductor equipriler, t, shipbuildirtg, autorm:,biles, 

corlstructior, equiprner, t, nlachirie tools, flexible rilariufacturirlg 

systems, ball arid roller bearirlgs, castirmgs, forgir, g, steel, arid 
6 

cer anl i cs. 

The UrJited State's capacity to replace or build force structure 

ir~deper~der, t ly of the ecc, r,c, rilic arid political decisiorfs of other 

sovereigrl powers is esser~tial to its security. The Departmer, t of 

DeferJse (DOD) must rJlake sure that its act ior~s ar, d policies irl the 

acquisitiorl arerla, as well as those of other goverrmlerlt agerlcies, do 

r, ot weaker, the nlar, ufacturir~g sector arid thereby degrade deferlse 

post ure. 

Or~ the other harld, DOD actic, r~s r~lust be serlsitive tc, the gerleral 

ec,:,r.:,r~lic health of the rsatiorl. DOD cor~cerrl for the health c,f the 

r~larlufactut-irJg sector arld for iridividual ir~dustries withirf that sector 

sh,:,uld r.:,t be cor, strued as ar~ er~dorserilerlt of sectoriai policies fc, r 

the ecor.:mly as a whole. Neither the r~ation riot- DOD carl afford 

policies which do r, othir, g but protect ailirig irJdustries ,:,r firrils. 

Protectiorlisr,1 wc, uld r, ot c, rily aggravate weaporm systems cc, st growth 

problems, but irt the abser~ce c,f courJteractir~g iricerJtives, such 

protecti~z, rr would urlderr~lirle the cornpetitiver, ess which drives 
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techrlological inlprc, venler~ts arid affordability. 
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Americas Chanqir_,g P,-,sitJc, r, ir, the Glc, bal Eec, nc, m,¢._ 

An ir, dustry may be described as strategic tc, the extent t~at 

nations are better off wher, they have a stror, g global position ir, 

that ir, dustry. The impetus f,z,r considering a strategic perspective or, 

U.S. ir, dustry is the problematic r, ature ,-,f the Americar, 

techr, o-ecor, omy it, comparisor, with those c,f its competitors. With the 

wc, rlds best universities and most vital scientific establishmer, t, 

America remains preer,lir, ent ir, giving birth to technological concepts. 

But it is falling behind ir, developir, g and applying them. Pr,-,ducts 

used to be invented ir, Britair,, for example radar ar, d penicillin, but 

cor,lmercialized in the Ur, ited States. Today's new products are more 

likely to be invented Jr, the U.S., such as VCRs ar, d composites, and 
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brought to market by Japan. 

Americar, defense industries, like the rest c,f the Americar, 

ecor, or,~y are undergoir, g a process c,f globalizati,-,r,. The Defense 

Science B,-,ard, the Ur, dersecretary c°f Defense for Acquisitior,, the 

Office c,f Techr, ol,-,gy Assessment, ar, d a variety _f Cc, ngressi,-,nal 

Cornmittees joir, ir, warr, ir, g that the Department ,-,f Defense 

ir, creasir, gly utilizes fc, reigr, techr, olc, gies, f,-,reigr, s,-,urced products, 

,-,r American subsidiaries of foreigr, corp,-,rati,-,r,s to supply the U.S. 
9 

mi I it ary. 

What Makes Industries Strateqic To, Defense? 

What kind of defense industries does a country need to have in 

order to, have a r, atic, r, al defense? The answer is context dependent. 

Jr, war, products frc, m other cour, tries are unavailable, then all 

If 
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industries that support defense may be considered strategic. Should 
: 

DOD then c,-,r, sider pr,-,tectic, n for every ir, dustt-y? N,-,t necessarily. 

Most of Americas industrial cor,lpetition cc, r~les fror,1 its allies~ and 

only under e×trer,le cor, diti,-,r,s would their output be unavailable. 

Moreover, while f,z, reigr, deper, dence ir, defense procurer,lent has its 

risks, such risks can be lessened by stockpiling current irnports. For 

instance, a recent Natic, nal Defense University study of 

precisiors-guided murlitic, ns calculated that a $15 nlilli,-,n inver, tory of 

piece parts would allow current delivery schedules ($6 billion a 

year) to be met regardless ,-,f overseas disruptions. 

A better question rnight be h,-,w DOD's ability to, buy defense g,z, ods 

is c,-mlplicated if key industries that supply ther,1 are dor,linated by 

inlp,-,rts. Does the process ,:,f globalizatior~ undernlirJe the the defense 

ir, dustrial base ,-,f the United States, ,:,r give it renewed strength? 

When shc, uld the trend toward globalizati,z,r, be wc, rrisor~le, when should 

it be enlbraced, and when can it be igr, c, red? 

The dialog between ecorsornists ar, d nat i,-,nal security analysts c,n 

these questi,-,ns tends to be lirzlited, unproductive, and highly 

ur, sat isfactory to bc, th sides. Ecor, omists with few except ic, ns 

studiously ignore the natic, r, ality ,_-,f producers, and ridicule ideas 

that g,-,verrmlents should preserve certain ir, dustries sir,~ply ,-,r, the 

basis ,:f the citizenship ,-,f their c, wrJers or workers if their owners 

c.r wc, rkers are unable t,-, cc, rnpete as cheaply c,r ir,laginatively as 

others can. When defense analysts recorJlmend that the United States 

"st,-,p the l,-,ss ,-,f production capabilities", "reverse the trend toward 

glc, balizatic, r," and "secure" the industrial base, ecc, nor~lists 

instinctively identify their pleas as r.:,thing more than new Jr, stances 
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c,f c, ld atter,lpts at pt-c, tecti,-,r, ism and the preservatior, c,f 

ir, efficier, cy. The result will be high prices, sluggish irtr.-,va~ic, r,, 

arid lower levels ,_-,f defer, se c, utput for ar, y giver, ar,~our, t c,f re~er, ues 
ii 

sper, t. 

Vulr~erabilities Resultir, q from Globalizatior,. 

As Theodore Morar, states: "Most currer, t studies c,f the defer, se 

irJdustrial base warr~ that a lack ,-,f atterEti,-,r~ t,-, the security 

dimer, sic, r~s of gl,-,balizatic, r, is ur~acceptable f,-,r the Ur, ited States. 

However, the exar,lir~atior~ of altet-r~atives withir~ the c,-,r~text ,-,f the 

Amet-icar, experier, ce is sketchy ar, d ir, cor,lplete" [due t,-, the domirJar, ce 

12 
,-,f U.S. techr.-,iogy ar, d productior, capability heretofore. ] 

Ir, ar, effort to evaluate prospective policy implicatior, s for the 

future, Morar, ar~alyzed the Europear~ defer~se ir~dustrial experier, ce 

,-,vet- the past 25 years: the Frer~ch hydroger, b,-mlb prograr,1; Soviet gas 

lir~e productior~; British Airborr~e Early Warr, ir, g NirJlrc, d; the Torr~ado 

fighter-bor~Iber; the Harrier vertical take-,-,ff jet; the Ariar~e space 

rocket; ar, d the Aim'bus. His exaMir, ati,-0r, of Europe's struggle to deal 

with deper, der, cy ,-°r~ foreigr, cor,lpar, ies ar, d foreigr, techr, ologies 

prc, vides three cc, r, clusior, s of use to defer, se ir~dustrial strategists 

ir~ the Ur~ited States: 

l) "There are dar, gers hidderE irJ the g l,-,bal rJature of ir, dustries 

crucial for the fur~cti,z,r, ir~g ,-,f r,loderr, r, atior, states that d, z. 

pose ur, acceptable risks to those states, ever~ ir~ peacetime 

ar~Ic, r,g allies. It is r~ot pruder~t to disr,liss the probler,1 of 

ir~dustrial deper, der, cy as the liberal ecc, r,,-,r,lic traditior, is 
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wont to do, by advocatirJg that goverrtrner, ts simply allc, w 

markets to work. 

2) "The threat of foreign control is a fur, ction of the degree 

c,f external concentration it, the industries upon which the 

defense effort depends, not the nationality of the firms 

per-se. This threat cannot be remedied merely by 

establishing national companies or insisting or, local 

production by foreign companies so It°rig as a structure of 

quasi-monopoly in the ir, terr, at ional industry remains. 

Diversification and multiplicatior, of the ccmlpanies and the 

locales upon which a natic, n can draw offers the most 

dependable method for mir, imizing the threat of foreign 

c o r l t  r,-_, 1 .  " 

3) "The impulse to self sufficient autarchy, while appealing, 

caries its 0z, wn perils not c, nly in terr,ls zf higher cost, 

fewer units, and delayed deployment, but also being locked 

int,-, ur, acceptable performar, ce f r c ,  m a national security point 
13 

o f  view. " 

If the cor, ceptual r, at,.tre c,f the threat car, be clarified t,:, 

f,-,reign cc, ntrol arising from cor, centration in key industries, the 

threat can be analyzed and understood ,-_,r~ a comrnor~ basis by defense 

analysts and economists alike. Policy objectives can be further 

defined sir, ce the potential f,_-,r foreign contr,z,l decreases in 

pr,z,p,z, rti,-,n to the prc, liferation ,-,f suppliers. 

But the issue has further complications which go beyond the 

potential r, umber c,f suppliers c,f critical technologies. 
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Martin Libicki, from the Institute for Nati,z, nal Strategic Studies, 

investigated DOD's ability to perforrn its nlissi,z,n, if in the future, 

the best ser,~iconductc, r technol,-,gy could only be found abroad. 

According to Libicki the security ir~iplications have three aspects: 

First, "Foreign firms are generally less willing than domestic 

firnls to adapt their technology to American defense requirer~lents. 

Overseas chipr~lakers have ,_-,ther criteria to guide their research. 

For instance, Japans orientati,=,r, toward high volume c,-,mmercial 

applications creates a reluctance to invest in l,-,w w_-,lume equiprnent, 

pr,z, duct ion technol,z, gy, or product acc,z, unting systenls. Technology r,-,t 

produced by a domestic source is apt t,-, be developed in ways that the 

nlilitary cannot use. 

With technology's leading edge offshore, DOD would also have a 

harder tinle predicting the availability of technological 

improvements, and thus what military requirerJlents should be in 

specified systems. " 

Second, "Ever, where defense systems can use off-the-shelf 

compor~ents, there still nlay be a l,-,ng delay in getting the best 

technology fronl abroad. Domestic cust,-,nlers ,'-,f U.S. firms are often 

allowed to sample domestic chips before they hit the market. By 

contrast Japan's electr,:,nics houses, which account for the bulk of 

its chip production, may prefer to keep chips off the nlarket so that 

their value can be leveraged into a competitive edge for downstream 

products. Only after the technology matured would they be released 

for nlarket. " 

Third, '°Overseas producers pose substantial security risks. DOD 

has many pr,z, grar,ls that it would hesitate to expose to foreign firnls. 
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With ch ips ,  t he  problem i s  exacerbated whenever system techra, ic0gies 

can be read fror~1 the  r s l i c r o c i r c u i t  des i gns .  Even w i t h  l e s s  s ~ i t i v e  

programs, c l a s s i f i e d  dev ices  nlade overseas  cou ld  f a l l  i n t o  S ~ i e t  

hands. Ar~er ica 's  a l l i e s  have a good r e c o r d  o f  gua rd ing  n l i l i t a r y  

t echno logy  themse lves .  Many o f  t h e i r  f i r m s  such as Tosh iba,  Imhausen, 
14 

and Kongsberg, do not .  " 

In  summary, i f  t echno logy  c o n t i n u e s  to  deve lop  at a c c e l e r a t e d  

r a t e s ;  i f  c l o s e  i n t e r a c t i o n  between commercia l  and m i l i t a r y  s e c t o r s  

i s  necessary  f o r  a p p l i c a t i o n  deve lopment ;  and i f  l e a d i n g  edge 

t echno logy  c o n t i n u e s  to d r i f t  ac ross  n a t i o n a l  bo rde rs  s l o w l y ,  then  

DOD s tands  to  lose  r~Iore when i t  has t o  depend on overseas  sou rces  f o r  

i t s  best t e c h n o l o g y .  

Bolsterinq Defense Industrial Cor~ipetitiveness. 

As a nation and as a continent, we no longer are totally 

self-sufficient in all the essential materials or industries required 

to r~laintain a strong national defense. The United States could not 

build fortress America even, if it were desirable. Nor can the 

Departrnent o f  Defense (DOD) r e v e r s e  t h e  wor ldw ide  econon~ic t r e n d s ,  

such as the  i n t e r n a t i o n a l i z a t i o n  o f  r nanu fac tu r i ng .  In  a d d i t i o n ,  DOD's 

investment  i n  t he  i n d u s t r i a l  base must a l s o  encourage the  resea rch  

and development fox- advanced t e c h n o l o g i e s  t h a t  are key t o  t h e  nex t  

g e n e r a t i o n  o f  weapon systems. Consequen t l y ,  t o  r~laxirslize don les t i c  

i n d u s t r y ' s  p o t e n t i a l ,  c o o p e r a t i v e  r e l a t i o n s h i p s  rtlust be encouraged 

between Departnlent of  Defense, l a r g e  c o r p o r a t i o n s ,  and ic, wer t i e r  
15 

nlanufact u r i n g  i n d u s t r i e s .  
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What policies are rilost appropriate to strerlgthen the defL:~r~se 

industrial base of the United States in an era of globalizati~? 

Although there is broad agreer~lent about the need for irilpr~vemer, t 

in generic nlacr, z, policies to enhance Arilerican ccmlpetitiverless; there 

is relative disagreement about the need for sector specific rJli~zro 

policies to apply to individual industries. 

Generic policies include measures to reduce the budget deficit, 

increase savings, st ir~ulate investnlent, improve educatior~ and 
16 

strengthen productivity. Fr,-ml the point c0f the defense industrial 

strategist, a more co, repetitive America would shrink the areas in 

17 
which f,-,reign cor~trol arid foreign rilanipulatiorJ might be p,-°ssible. 

But where should DOD stand in the debate about sector industrial 

pol icy? 

Because of declining defense budgets, the erosion of the relative 

industrial base available to defense, and the lack ,-0f access to state 

of the art technolc, gy, DOD needs to foster p,z, licies that will achieve 

sustained r~ir~iruluM capability in defense unique areas, through direct 

intervention if necessary. 

DOD can negate the c, bjectior~s ,-°f both the neo-rnercantilists and 

free rJ~arket advocates by pror~ioting world class commercial sector 

interests for dual use technolc, gies (satisfying both military and 

civil operational needs). 

DOD policies should: 

** Encourage a rilix c,f private arid public operations in 

defense unique sectors through nlatching fur~d investr~lent in 

critical technology areas. 

II. 



** Use rnajc, r R&D arid procurement awards to efficiently 

downsize, yet maintain nlinimunl competitive engineering and 

product ion structure. 

** Shift from defense unique requirenler, ts to greater 

reliar, ce c0n commercial products and processes through use zf 
18 

"industrial standards" instead c,f "rail spec" 

*** IMplemer, t procurenlent policies that encourages nlultiple 

suppliers for inlportant, but r~ot critical techr.:,logies fr,z, rn 

overseas. 

C0_-.nc I us i on. 

Traditionally, DOD believed that weapons requirenlents should be 

established independent c0f costs; that it had to maximize new 

technology in each new generation of weapc0n, even if it stretched out 

the development cycle; and that market forces would be sufficient to 

maintain a healthy, innovative, conlpetitive, and responsive 

ir, dustrial base. Ir, the face of increased glc°bal conlpetiti,z,n in 

critical techn,z, logical areas, these cultural biases r,o l,nr, ger 

nlaintair, validity c,r affordability. 

The post 1990 defense environrnent will be characterized by 

srnaller quantity procurements; cost and quality focus; a technolc, gy 

based research and development cycle; fc0cus on light, ir, forrnation 

based "snlart" equipr~ent and the need far selective, rather than 

universal surge n~obilizatiorJ requirements. These characteristics are 

already a primary industrial driver in the o-,mmercial sector. 
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Ir, view of the substar, tial national resources DOD wields, it 

should recogr, ize its ir, trir, sic responsibility for, ar, d ir, tegral 

linkage to healthy domestic industrial base, especially in critical 

technologies. The developmer, t of specific sector "defer, se industrial 

policies" car, yield a totally restructured defense ir, dustrial base. 

Although DOD will draw on a few critical, defense unique sectors, 

remaining defense material will come fror,1 a stror, g base ,-,f 

comr,lercial sources. "Dual Use" operat ior, s wi i i er, sure cor, t ir, uous 

technological improvement for both nlilitary and civiliar, 

applicatior, s. Ar, d the United State's mobilizatior, cec,z,r, stitutior, 

needs car, be affordably met by ensuring a broad based domestic 

ir, dustrial infrastructure. 
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